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CHAPTER I 



INTRODUCTION 

A business enterprise provides goods or service to the public and in 
return receives revenue. The excess of revenue over total cost is called profit. 
This profit may be distributed to the owners of the enterprise or retained with- 
in the business to produce profit in the future. This is the familiar model of 
a business or private enterprise. 

There are activities in the Federal Government which operate much like 
private enterprise. They sell merchandise and service to a group of patrons 
and create a profit from the resulting revenue. These activities do not declare 
dividends, but instead furnish resource support to other activities of the 
government out of their profits. This is an area of government that is little 
known to the public. 

One of the best examples of these profit producing and profit consuming 
systems in the Federal Government is the group of activities known as the mili- 
tary nonappropriated fund activities of the Armed Forces. 

Purpose and Scope of the Study 

The purpose of this study is to describe the major profit systems in 
military nonappropriated fund activities of the armed forces with particular 
emphasis on the differences among the services, and to evaluate the impact of 
these differences. This will be done by developing a general descriptive model 
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of nonappropriafced fund activities and then describing the major profit system 
activities of each service in particular. 

The general descriptive model will not be complete in describing all 
nonappropriated fund activities of the services. Rather, it will be limited to 
providing a background and basis for the more detailed description of specific 
activities later in the paper. 

The description of specific activities will not include all the profit 
system activities, but only the more important ones of the Army, Navy, Air Force 
and Marine Corp3. 

Limitations 

The evaluation of systems will necessarily be general and subjective. 
There is no adequate quantitative basis on which the systems of the various 
services can be compared. There are two reasons for the inadequacy; 

1. The functions and areas of activity of the profit system activities 
differ among the services. A profit producing activity in one service may be a 
profit consuming activity in another, or a profit consuming activity in one 
service may be entirely outside the system as a self sustaining activity in 
another service. These areas of inconsistency are pointed out in succeeding 
chapters, 

2. In the past, nonappropriated fund activities have been criticized 
for competing with private enterprise. Officials of nonappropriated fund activ- 
ities are dedicated and believe in the worth of their activities, therefore they 
are understandably reluctant to discuss detailed financial data except at the 
urging of highly placed authorities. Further, much of the information that would 
be necessary for a quantitative comparison simply is not gathered or compiled in 
the normal course of activity. 
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Organization of the Study 

Chapter II of this study develops the general descriptive model of 
nonappropriated funds in the military services. This chapter discusses the 
general characteristics, history, and legal status of nonappropriated fund ac- 
tivities in general, and describes the basic operation of profit system activ- 
ities. 

Chapter III discusses the major profit system activities of the Army 
and the Air Force. These include the Army and Air Force Exchange Service, the 
Army and Air Force Motion Picture Service, and the Army and Air Force military 
welfare funds. In describing these activities this chapter provides a point of 
departure for the discussion of Navy and Marine Corps systems in subsequent 
chapters. 

Chapter IV discusses the Navy exchange system, ship*s stores, and the 
Navy recreation funds. 

Chapter V discusses Marine Corps exchanges, the attendant Marine Corps 
Exchange Service and Marine Corps Exchange Fund, and the recreation funds of 
the Marine Corps. 

Chapter VI evaluates the systems discussed in previous chapters by 
comparing some of their salient features and draws some conclusions from the 
study. 






CHAPTER II 



NOlf APPROPRIATED FUND ACTIVITIES: A GENERAL MODEL 



What Are Nonappropriated Fund Activities? 

There are formal definitions of nonappropriated fund activities provided 
by each of the services. These definitions and other provisions of regulations 
suggest the following common characteristics of all nonappropriated fund activ- 
ities: 

1. All nonappropriated fund activities are operated for the benefit of 
military or civilian personnel of the services. 

2. They are supported at least in part by funds that are not appro- 
priated by the Congress, hence the term "nonappropriated funds." 

3. They are not incorporated or chartered by any government, yet they 
have a distinct legal status. Their legal status will be discussed later in 
this chapter. 

4. Their assets are property of the Federal Government. No individual 
unit, or organization has a proprietary interest in the assets. 

5. They derive their nonappropriated funds from the sale of merchandise 
and service, or from dues and fee3. 

‘‘'For example, see U.S., Army, Nonappropriated Funds and Related Activ- 
ities; General Policies , Army Regulations No. 230-5, July IS, 1956, para. 3 
and changes. Referred to hereafter as AR 230-5 . This definition applies 
specifically to the Army, but it is typical of all the services. 
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6. They operate with official sanction under command supervision. In 
this respect, they are functions of command, having derived their authority 
either directly from the secretary of the service or from authority delegated 
down the chain of command from the secretary. 

There is a wide diversity of nonappropriated fund activities in the 
military services. They include the familiar "P.X. , " officers' club, noncom- 
missioned officers' club, and recreation fund with which every ex-serviceman is 
familiar, plus some which are not so familiar such as post restaurants, book 
stores, flying clubs, and a host of hobby and sporting clubs. 

Generally, nonappropriated fund activities round out the military com- 
munity where appropriated funds do not provide for the complete functions of a 
normal society. Frequently, this involves providing diversified wholesome out- 
lets for the free time of the serviceman, but in some cases the nonappropriated 
fund activity contributes more directly to militaiy functions. For example, 
exchanges (F.X.'s) provide basic items of necessity to the serviceman. Also, 
the recreation program supported out of nonappropriated funds is usually a large 
factor in the health and physical fitness of military personnel. As a result of 
this overlapping into military areas, nonappropriated funds have a significant 
role in the operations of the Armed Forces even though their volume does not 
approach that of appropriated funds. 

Nonappropriated funds and their activities 2 can be classified on the 
basis of the source and disposition of their funds: 



2 The term "fund" is sometimes used interchangeably with "activity". 

Thu3 a recreation fund may denote not only a group of resources but the activ- 
ities which the resources support just as the Fund for the Republic is an or- 
ganization with identifiable activities as well as a grouping of financial 
resources. 
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1, Profit producing activities are intended to provide merchandise or 
services and in so doing create a profit which is used to support profit con- 
suming activities. This classification is synonymous with "revenue producing 
funds” as officially recognized in the Army3 and the Air Force. ^ The exchanges 
are the giants within this classification, but it also includes Navy ship’s 
stores, the Army and Air Force Motion Picture Service, book stores, restaurants, 
and cafeterias, 

2, Profit consuming activities receive support from the profit pro- 

ducing activities. In some cases, they may have substantial income producing 
functions within them, but as a whole, they are not expected to produce profits. 
Their general purpose is to provide free time recreation for military and civil- 
ian personnel. There are two types of profit consuming activities: civilian 

and military. Civilian activities receive support from such profit producing 
activities as restaurants and cafeterias which are primarily intended for use by 
civilians. The military activities are supported by the exchanges, ship's stores, 
and the Army and Air Force Motion Picture Service, Civilian profit consuming 
activities are called civilian welfare funds in all the services. Military profit 
consuming activities are called welfare funds by the Army and Air Force, and 
recreation funds by the Navy and Marine Corps. 

3, Sundry activities are self supporting and financially independent of 
other nonappropriated fund activities. While the activities of the profit pro- 

3 aR 230-5 . para. 4. 

^U.S., Air Force, Nonappropriated Funds: Nonappropriated Funds and 

Related Activities . Air Force Regulation No. 176-1, Sept. 10, 1957 and changes, 
para, 2. 
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ducing and profit consuming funds are open to all military personnel, the ac- 
tivities of sundry funds may be limited to specific personnel, e.g., a noncom- 
missioned officers' open mess (NCO club) is available only to noncommissioned 
officers. The basis of participation may be rank, similarity of interests, or 
simply the payment of dues or fees. In some cases, there may not be any limi- 
tation on participation, 

4. Unofficial activities are a large group of private associations or 
public institutions which operate at military activities and are frequently 
thought of and treated as nonappropriated fund activities. Occasionally, there 
are activities such as wives' clubs that do not have official sanction or super- 
vision but are accorded the privilege of operating on a military installation. 

In other cases, there may be activities such as a bank or the Red Cross which 
fulfill a function on an installation, but whose activities are not completely 
under the control of the military service. These activities will not be con- 
sidered in this paper because they have no bearing on the profit systems which 
are the subject of the study. 

The classification of activities outlined here is not intended to pro- 
vide a perfect system of classification. This is not within the scope or purpose 
of this paper. Rather, it is intended only to point out the importance of the 
profit relationship to nonappropriated funds. 

Histopy 

The history of nonappropriated funds in the military is largely the 
history of the post exchanges and ship's stores. 5 u p to the late nineteenth 

5por a detailed discussion of the history of nonappropriated funds in 
the Any see Paul J, Kovar, "Legal Aspects of Nonappropriated Fund Activities," 
Military Law Review. Department of the Army pamphlet 27-100-1 (Sept., 1958), 
pp. 95-136. 
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